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SUBJECT: Additional Contributions for the Soviet HIE. 


I. Introduction . ' 

1. In a recent draft IK and in a draft IP for the Soviet HIS, 
we have stated certain hypotheses -which are the basis of revisions 
of estimates cm the Soviet Economy as compared to last year. 

2. These hypotheses are- speculative. It is extremely important 
to bring -what evidence ve can to bear on these in time for the dead- 
line to QMS (15 August, l.e. , internal contributions about 19 July). 
The question is how much time can or should be programmed to test 
the hypotheses and change in estimates over the next 3 weeks. 

3. The following ia an attempt to spell out and clarify the 
substantive problems to facilitate programing considerations. 

II. Bacas^round . 

1. last year and in preceding years our forecasts fear the 
Soviet Ufaicn are based c® the explicit or implicit eseumpation that 
the Soviet determination to maximize growth was fixed and unshake- 
able, and hence the priority to heavy industry was equally fir®. 

This simplified forecasting somewhat. Re could examine Soviet 
commodity and aggregate goals ia terms of "physically defined 
capabilities. We could assume that if more investment than planned 
were needed for a particular key industry the funds would be forth- 
coming. We also assumed that if heavy industry as a whole seeded 
more materials or investment these would be reallocated from light 
industry, non- industrial sectors or fro® conmasption. 

2. Sweets of the last year, and especially decisions of the 
Soviet leadership, suggest that Soviet priorities are changing and 
that the aseunpation# above may no longer be valid. Thus coincident 
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wltb the reduction of industrial swale for 1957 the Soviets reduced 
total investment, increased housing construction funds, and probably 
agricultural investawmt. This is not the way Stalin wouia have 
reacted to a threatened shortfall in heavy Industry. 

3- The implication for forecasting is that we can no longer 
think in terms of physically defined capabilities. We should ask 
instead what an industry esc accomplish with a fired level of 
investment. Or is the investment required to expend a given 
industry by a# greater than planned, or greater than the preceding 
period? 

til . . Research Possibilities . 

1. As Implied above, it would be lovely if we had the capital - 
0ut3put J ,atios ^ isausfe ty that would be applicable for the period 
1955-19&>* Knowing the total investment planned and with a notion 
about its allocation to industries we could do some fancy foreeaat- 
Fouling this various left handed approaches tatty still be 
helpful . 

S. In the draft IM referred to above we theorized that the 
performance of Soviet industry during 1951-1955 m,s achieved by 
borrowing from toe future, tost is, output was increased partly 
by certain non-recurring gains. Thus, the theory alleges, Soviet 
industrial capacity did not grow a© fast as actual output and con- 
sequently a much greater rate of investment than in the past would 
be required to maintain an industrial growth of U$ in the future. 

The evidence for this is the report of general underfulf i llaent of 
planned completion of new capacity. This evidence by itself, how- 
ever, is not conclusive since to© plan may have aimed at a greater 
increase ©f capacity than of output. Give® the wen known 
difficulty of measuring capacity in most industries end sectors, 
support (or refutation) of the theory would have to be e demonstra- 
tion of toe specific ways in which output was increased 1951 - 19 r v 
industry by industry . 

3. Aside from construction of new plant, output csn be Increased 
by increasing Inputs of labor, materials, and equipment within exist- 
ing plant. Secondly, it can be increased by improving technology. 

The first method ia limited eventually by diminishing returns (except 
«s equipment of new design is installed, which is really the second 
method ) . The second method Is limited or sot depending on the 

availability or discovery of new technology, to® examples may 
clarify this a little. 

- a - 
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4. In the coal mining industry there- la strong evidence that 
-amah of the gain in. output resulted frees increasing the intensity 
of use of existing is lues. Shis evidence use presented in the speech 
of Sadsmidk© the sinister of the coal industry, at the XXth fterty 
Congress . Be cites the planned use of capacity — ■%% in 1950, 96$ 
in 1955# 9T*5Jt in I960. Za his argument conclusive! that is the 
Soviet definition of coal mining capacity? 

5. ® » minister of ferrous metals, Sheremet’acv made a similar 
argument for the steel industry, concluding that any underfulfili- 
’mmtot the construetioa program for 1956- 1960 Jm happened in 1951- 
I955/ would prevent fulfillment of the planned output increase, lias 
he right! To what extent did the gain in output in -the 5th plan 
result from oxygenation? Are there other relatively cheap technologi- 
cal gait® to be bad in the steel industry? 

6. Sow about other industries? Railroads, electric power, 
cement! Was there generally reserve capacity at the beginning of 
the 5th plan which is now used up? Or was capacity jacked up by 
additions of equipment (in existing plant) in ways which can't be 
repeated In the future! Bo we have evidence of increasing number 
of shifts worked in any industries? In the machinery Industrie® 
waa there a concentration on a limited number of designs and hence 
economies of scale which can't be repeated? A very large percentage 
of capital stock was installed In the postwar period. Bence, replace- 
ment requirement e have been small but should rise to a higher percent 
of stock as the postwar hump of investment ages. Is there any direct 
evidence that thie ha® started to happen. 

7* la the mining industry two kinds of problems can be 
identified, first, depletion of developed deposit* may have gone 
on faster than the development and opening of new deposits — i.e>, 
investment may have been postponed. But apart from that the new 
reserves may be moire expensive to develop than the old ones. For 
©sample, development in the Bast should be more expensive, at least 
tamporarily, because of the new auxiliary Investment required-, trans- 
port*. municipal services, etc. In addition development costs my be 
higher far other reason© — e.g. , quality of ore, water availability, 
etc. * or lower - e. g. , epao pit mining. 

#v*i&$pe.. outlined above is, I think, critical for 
daetdihg : tb& extent to which the USSR's troubles in 1957 result from 
f undam ental difficulties coming, home to roost rather than simply a 
temporary imbalance. 
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